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GOVERNMENT AND UNEMPLOYMENT 


AS THE war draws to an end, it is being said with 
increasing frequency that if business can’t provide 
jobs in the postwar period, the governmeit must. Some- 
times it goes—if business won't do it, government will. 

These are generalities. It is necessary to look more 
closely at some of the details of how government would 
do what business is unable or unwilling to do. 

The two sources of employment for individuals since 
the wage system began have been private business and 
government. 

The performance of the services which are generally 
accepted as public responsibilities involves a certain amount 
of labor, hence a certain volume of employment opportun- 
ity. Government needs engineers, lawyers, policemen, fire- 
men, teachers, janitors, clerks, truck drivers, and many 
other kinds of labor services, There is a limit to the num- 
ber of persons who can be advantageously employed in any 
category, and therefore an over-all limit to the amount of 
employment which government can provide in the dis- 
charge of the established public functions. 

In two directions greater leeway is possible. One is by 
the simple expedient of padding the payrolls so that there 
will be an unnecessary number of clerks, typists, firemen, 
teachers or what not. This is the easiest and most direct 
way of wasting the taxpayers’ money, for the value re- 
ceived from the excess personnel is subject to sharply 
diminishing returns, while the pay goes on with no ad- 
justment to the declining value of the services performed. 

A second direction in which government can create more 
jobs is the invention of new public services and activities. 
This process has been going on for a long time. It has 
not been inspired primarily by a sense of obligation to deal 
with unemployment. Rather, it has been a product of the 
whole trend of economic and social change. For example, 
the original police function was to watch and ward, the 
protection of persons and property against the more obvious 
risks of assault and robbery. With the growth of popula- 
tion, and especially with urban expansion has come sanitary 
squads, vice squads, homicide squads, and, since the auto- 
— has dominated traffic, a considerable army of traffic 
police. 


The extension of inspection and regulation is another 
example, also made necessary by the greater complexity 
and interdependence of modern life. All in all, there have 
been many entirely legitimate additions to the number and 
variety of jobs at the disposal of government as new respon- 
sibilities have been added. 

When we go beyond the necessary and proper limits of 
public employment, we enter the jungle in which bureauc- 
racy flourishes. Where there is lacking the quality and 
capacity of good administration and a strict control by the 
people over the functions and expenditures of government, 
there occurs a luxurious proliferation of bureaus, agencies, 
commissions and boards, both in the development of addi- 
tional services of dubious value and in the multiplication 
of agencies dealing with the same subject. 

This kind of provision of employment by government 
is part of the familiar scene. Even so, and despite the 
atrocious padding of payrolls that has at times occurred 
under it at every level of government, it serves only 
as the introduction to the declaration reiterated on all 
sides, namely, that if business can’t or won't provide 
jobs for all; the government will. 

Two practical questions emerge. The first is: ‘How 
will these jobs be provided?” The second is: “How will 
government get the money?” 

As to the first question, there are three possibilities, First, 
there can be a further and still more luxuriant growth 
of the bureaucratic system. Other new public services can 
be invented, and the existing activities can be staffed on 
a bigger and better scale regardless of the value of the 
services rendered by the additional employees. 

Second, government can organize and manage publicly- 
owned industrial undertakings. In other words, govern- 
ment can go into business and thus provide some of the 
jobs which privately-owned business could not or would 
not provide. Just how government could in this way pro- 
duce goods and services which private business could 
not afford to produce, would appear at first glance to be 
a tribute to the superior managerial capacity of elected 

or appointed officials; but the mystery would disappear 
when it developed, as it no doubt would, that the gov- 
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ernment undertaking was either exempt from such costs 
as taxes or negligent of various accounting procedures 
essential to the conservation of private capital. Any private 
employer could do much better than he actually does at 
providing jobs if some one else guaranteed his deficits 
and if he could always be sure that there were more 
capital funds where his initial capital came from, in 
case he lost that. 

A third way is by engaging in various improvement 
projects usually lumped together under the rubric “public 
works.” These improvements include principally roads and 
buildings, but the term covers every variety of construction 
project. They provide employment on the job, and, ac- 
cording to their character, a variable amount of work off 
the job, as in cement plants to supply material for road 
building. Their economic and social usefulness may be evi- 
dent, or open to debate, or clearly non-existent. The real 
situation in this respect is often not conclusively demon- 
strable or measurable. Vagueness of economic or social ad- 
vantage is far more likely to be the case when vast public 
works programs are undertaken primarily for the purpose 
of giving employment than when they are done in response 
to general community agreement as to their need. 

What may be said of these steps that are available to 
government to provide jobs when private business can’t 
—or won’t—do it? The superficial result is that employ- 
ment is created and wages are paid. Equally superficial 
analysis deduces that the purchasing power of those wages 
will become that added margin of consumer demand re- 
quired to set in motion all the forces and factors of pro- 
duction and thus induce private industry to enlarge its 
employment beyond the scope existing prior to the gov- 
ernment spending. 

According to the pump-priming theory, this resumption 
of private employment after the stimulus provided by the 
spending of the funds passed out by government should 
reduce the amount of unemployment and hence enable the 
government to curtail its own employment program. It 
did not happen so during the 1930's, and the red-faced 
spenders were obliged to carpenter out an entirely new doc- 
trine to explain the failure of pump-priming and to justify 
the continuance of deficit financing. 

If it were true that the prime essential of prosperity 
were the maintenance of consumer purchasing power, re- 
gardless of the equivalent given in some productive ac- 
tivity or function for that income, then this condition could 
be established and maintained quite as effectively by simply 
printing and passing out greenbacks as by any legerdemain 
of public industry or public works. True, the delivery of 
greenbacks to the deserving unemployed would be very 
like a dole, a payment for doing nothing. But if a person 
is “employed” on a project which has no economic or 
social value, he is producing nothing and his so-called 
wage is, in reality, a dole. The wages paid for leaf-raking 





under CWA were quickly recognized by the recipients for 
what they were. It is an impeachment of the intelligence 
of American workers to assume that they do not quickly 
perceive that what they are doing need bear no relation 
to the pay, provided there is some authority either strong 
enough or willing enough to assure that pay. The govern- 
ment is willing enough to tolerate and pay wages for 
work done at the ‘‘government stroke,” and the conscien- 
tious worker learns that he can get paid well for doing 
little. If the employer finds that the workers, as consumers, 
cannot afford to buy what the workers, as producers, have 
made, private employment is curtailed. If the workers, as 
consumers, afe given purchasing power in the form of 
wages which may have been paid for creating no values 
whatever in useful goods or services, the resulting com- 
petition of consumers for the available goods leads to 
inflation. 

The idea of support or guarantee by government or by 
some organized group influence has supplanted the old 
economic disciplines. The farmer wants government guar- 
antee of crop prices, instead of regulating production ac- 
cording to the market. Labor wants wages established at a 
level such that the products can be sold only by public 
supplements to private purchasing power, instead of being 
paid according to efficiency. Business is willing that some 
government corporation assume various risks that once 
were borne, without question, by individuals. In many di- 
rections, there is a naive belief that the law of supply and 
demand can be, or has been repealed. But what has really 
happened is that government has stepped in to hold the 
bag, to support prices and wages and credits for as long 
as this is possible, under a law of supply and demand that 
is still operative. 

In passing, it should be noted that this policy of artificial 
maintenance of prices, wages, etc. is strongly inconsistent 
with the plans for the new world brotherhood. Other coun- 
tries, let us say, will need food but they can’t afford to 
buy American wheat that is priced on a parity with an 
artificial wage level. They will need clothing but they 
can’t afford to buy American cotton for the same reason. 
To put American products into those markets will require 
a second subsidy from the federal treasury, the first having 
been given to the American farmers under the crop loan 
and price support system, and to the American workers 
under a wage support system which in turn rests on farm 
parity prices. The program elaborated at Bretton Woods 
is designed to provide the mechanism for subsidizing ex- 
ports, and of eventually transferring to the taxpayers, the 
cost of this type of internationalism. 

So much for how the government will provide jobs 
when private business does not do this. The second aspect 
of the problem, which is left quite as much in the ia as 
the first in the current discussion, relates to the manner 
in which government is to get the means of payment on 
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the scale required to remove large numbers of persons 
from the unemployment rolls. 

Again there are three major possibilities. The first is 
by taxation. It is necessary to distinguish here between the 
use of taxation to obtain relief funds to be distributed ac- 
cording to relief standards, and its use to provide funds 
on the scale required to pay wages to a large number at 
the prevailing rates. The former objective could probably 
be accomplished, since the amount involved would not be 
so large nor would its duration be extensive. Moreover, the 
differential between relief standards and wage standards 
would be sufficient to provide an incentive to terminate 
the relief status as promptly as possible. 

On the other hand, if taxation were to be used to pro- 
vide a revenue large enough to pay the prevailing wage, 
it would be equivalent to compelling those private busi- 
nesses that were still operating to pay for labor services 
at a rate beyond what they could afford to pay for that 
labor were they to employ it. 

A second source of government funds is borrowing from 
individuals, from banks or from both classes of investors 
in some combination. It must be kept in mind that the 
purpose of this borrowing is supposed to be that of ob- 
taining funds with which to pay the wages of those persons 
whom private business is unable or unwilling to employ at 
the time. If the work at which government proposes to 
put the individuals who would otherwise be unemployed 
is unproductive, the loans made for the purpose have from 
the outset one important characteristic of a bad investment. 
Either an individual or a bank that was asked to make a 
private loan, the proceeds of which were to be used in an 
unproductive project, would decide that it would be a bad 
investment. It is equally an intrinsically bad investment 
when one loans to government for such a purpose. 

This characteristic does not immediately affect the gov- 
ernment credit, since the taxing power can be used to 
support it, But the taxes will fall on the active business 
firms and the employed workers, who will in time be ad- 
versely affected by exactions imposed for such purposes. 
They will go out of business, or work less, or quit entirely. 

A third source of government funds is the issue of 
paper money. This is a kind of forced loan, in a transac- 
tion in which the persons who are provided with jobs by 
government are the initial public creditors. Unless the 
paper money is given standing by government decree 
through being made legal tender, it would not circulate 
very far beyond the original holders. 

It is clear that government, as such, has no resources 
with which it can provide jobs and pay wages. Its ability 
to obtain revenue and its credit alike rest on the economic 
vigor of the people, Therefore, when government sets out 
to do something which the people as individuals cannot or 
will not do, it must be understood that there are definite 
limits to such an undertaking. 





It will be said, however, that the governmental action in 
providing jobs would ordinarily be kept within the proper 
limits, since it would be simply an occasional priming of 
the pump. This is not the way the matter is being stated 
in the current public discussions and promises by politicians 
and others. They make no reservations or qualifications, and 
they convey the impression that government can and will 
go to any length, both with respect to the number and the 
duration of the jobs. In such assertions, it is implied that 
government’s resources for this task are limitless, and it 
is precisely this implication which needs to be scrutinized 
and criticised. Moreover, it is implied that continuous, large 
scale deficit financing is as good a way to generate pros- 
perity as any other. This implication likewise requires 
examination, 

The argument for public deficits as a source of prosperity 
assumes the following chain or sequence of relationships. 
Private business cannot afford to hire workers because the 
product is not being sold at a price that will cover the 
cost. The reason for sales decline is said to be lack of con- 
sumer purchasing power. By increasing this purchasing 
power, more goods can be sold and hence more persons 
will be employed. The conclusion from this logic is that 
any method of increasing buying power, even that of the 
public deficit, is justified. 

The first point to be noted is that the payments made 
during production govern costs and hence selling price. 
If costs are high because of high wages and other relatively 
large payments for materials, rent, interest, etc., the pro- 
ductive process should put into the hands of workers and 
others enough money income to enable them to buy the 
product at the prices asked. 

But workers and others are free agents as consumers. 
They may decide that the article, for which they or some- 
one else were paid a high wage to produce, is not worth 
the price. When the sales of a particular article begin to 
drop, it is not necessarily because of a lack of purchasing 
power. It may be that fewer people want it at the price 
asked. This may be equally true if the sales of many 
articles decline. The effect of creating more purchasing 
power by means of deficits is to induce a revaluation of 
the relative importance of money and goods, By pumping 
enough additional money into the economic system, and 
thereby lowering the relative importance of the dollar, the 
price tags on merchandise become less significant. There 
would be less reluctance to paying $10 for a $3 hat, $25 
for a $7 pair of shoes, 50 cents for a 10 cent hamburger, 
and so on. 

This is the technique of inflation. There is no easy road 
back from the first stage of inflation, and in due course 
there would be the same symptom of a relative lack of 
purchasing power at the new level. Temporary relief could 
again be obtained by injecting another, and larger dose, of 
purchasing power, and so on until the collapse of the 
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monetary unit forced, in one swoop, the liquidation and 
readjustment which the inflationary process had to that 
point been successful in delaying. 

Such is the logical outcome of any attempt by govern- 
ment to step in and give employment on a large scale under 
circumstances where private employers are not doing it. 
Since the public employment can hardly ever be more ef- 
ficient than private employment is likely to be, the only 
way by which government can get away with it is through 
inflation, 

It is often said that because, during the war, production 
and incomes were raised to unprecedented levels, therefore 
it can be done during peace. Another version is that the 
war has shown the way to utilize fully manpower and re- 
sources, that it has demonstrated the minor position of 
finance, and that we should stop worrying about where 
the money is coming from. 

Against the high war production must be set the war 
wastage. This production does not mean more goods for 
the people, but more goods to be used up in combat. It 
means a phenomenal rate of depletion of nonreplaceable 
natural resources. Moreover, it means production deter- 
mined, not by the market, but by one purchaser, the gov- 
ernment, whose need is regulated by the scope and in- 
tensity of the war effort. If trucks, for example, were used 
up as rapidly on the farm and the highway as they are 
on the battlefield, then production of trucks would need 
to continue at the wartime rate. The same would be true 
if it were airplanes, or clothing or any other kind of 
equipment. 

But this is not the case, fortunately, else our reserves 
of natural resources would very soon be gone. The urgency 
to produce any commodity after the war will depend on 
the quantity that consumers will buy and the price at which 
it can be sold. The peacetime production problem is to 
devise and produce the articles that consumers will buy. 

It is all very well to shrug off the question of where 
the money is coming from as of no importance, but the 
realization becomes stronger daily that the postwar debt 
will be no laughing matter. Enough of the money for war 
production has come from loans to give rise to sober 
reflections about the interest burden, the integrity of the 
redemption medium, and the future of the government's 
credit. The very level of the postwar debt should induce 
caution in the promises of government aid and support 
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which will involve, if carried out, still further additions. 

Nevertheless, there remains the wholly laudable purpose 
of keeping people at work, that is, of providing jobs. What 
can government do, other than engaging in a vast inflation, 
to promote the achievement of this goal? 

This writer believes that government can and should 
develop its policy along another line. To begin with, when 
private business cannot or will not provide employment, 
there is usually a reason. If the cause or causes are removed, 
the jobs will reappear. Instead of making the kind of 
promise that is made about what government will do to 
give jobs, a far more sensible policy would be to say that 
when private business cannot or will not provide jobs for 
all who are willing to work, every facility of government 
will be utilized to find out why this condition exists and 
to aid in effecting such changes as will eliminate it as 
quickly as possible. Such a policy would rest on the sound 
and defensible foundation that private employment is the 
natural and wholesome way for people to earn a living. 
Given an efficient and intelligent public administration, the 
discovery and correction of the blocks and jams in the 
economic machinery should not involve too great delay, 
particularly if the governmental attitude were that of 
prompt action, honest diagnosis and wholehearted co- 
operation with private enterprise in accomplishing the 
result. 

Such a policy is offered as a substitute for compensatory 
spending and all other inflationary tricks. It would leave the 
main responsibility for providing jobs where it belongs, 
namely on private business, and it would assign to govern- 
ment the kind of participation in the prevention of un- 
employment which government can reasonably be expected 
to undertake. The drawbacks of this proposal are, first, 
that it lacks the demagogic appeal of extravagant promises 
to take care of everybody, and second, that it involves seri- 
ous, thoughtful self-examination by all parties—in business, 
labor and agriculture as well as in the government—if 
honest diagnosis and sound remedy were to be laid out. 
But it is surely time for a return to some of the civic and 
economic virtues as the basis for dealing with our great 
public problems. 


Hartey L, Lutz 
Professor of Public Finance 
Princeton University 
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